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The use of precious metals as currency led to the production of coinage 
that was used as trading devices. 


=" Major world currencies were pegged to the value of gold. 


=" Precious metals now are no longer used as a primary mode of monetary 
transactions. But they continuous to share a close relationship with 
established currencies. 


=" A precious metal quote is very similar to a Forex quote. The quote is 
represented in the same way as a quote for a Currency pair. 
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=" An implied volatility is the volatility implied by the market 
price of an option based on the Black-Scholes option pricing 
model. 


=" A precious metal volatility surface is a three-dimensional plot 
of the implied volatility as a function of term and Delta and 
smile. 


=" The term structures of implied volatilities provide indications 
of the market’s near- and long-term uncertainty about future 
short- and long-term swap rates. 
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olatility Surface in Precious Metal Market 


" precious metal volatility is given implicitly as a set of 
restrictions implied by market instruments and as such a 
calibration procedure to construct a volatility- delta or 
volatility-strike smile is used 


=" The volatility surface in precious metal market is constructed 
based on the sticky delta rule. The underlying assumption is 
that options are valued depending on their delta 
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A Volatility Surface in FX Market (cont’d) 


= Precious metal volatility smile is represented by three 
entities: at-the-money (ATM) volatility, risk reversal, and 
butterfly. 


=" The ATM volatilities quoted by brokers can have various 
interpretations depending on currency pairs. Here we 
introduced the most popular one used by the precious metal 
brokers. The ATM volatility is the value from the smile curve 
where the strike is such that the delta of the call equals, in 
absolute value, that of the put. 





Thank You 


Reference: 


https://finpricing.com/lib/EqVariance.html 


